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through which they are rendering united service. 


Problems of Government, Business and Labor _. 


As discussed in some recent books. 


Exploring the American Experiment in Self-Government 


The real history of a nation does not lend itself to ob- 
jective treatment. For no historian can put himself out- 
side the circle of his own human relations, his inherited 
and acquired prejudices, and view the record of any peo- 
ple, however distant in time or place, with Olympian de- 
tachment. His point of view is human, as is his selection 
of material ; the material he finds or selects is human, and 
the whole story behind the recorded facts of a nation’s 
development cannot be exhumed. Even the brief history 
of the United States is told us from many points of view, 
with a great variety of emphases and interpretations and 
coloring. 


Herbert Agar is known as a student of American insti- 
tutions who has commented on them with rare insight and 
distinction. His history of the Presidency was awarded 
the Pulitzer Prize a few years ago. He knows his coun- 
try and its politics not only from scholarly research but 
also from observation at the “grassroots” and in the cir- 
cles of delegated authority. His recent book' is described 
by Robert Sherwood as “a tremendous achievement” and 
an “unprecedented record of the temper of the American 
people and the influences of that temper on the course of 
history.” If Mr. Agar has not the “Olympian perspec- 
tive” ascribed to him, he has nevertheless given his readers 
an eloquent and penetrating exploration of the origins and 
development of our political institutions in an extraordi- 
narily fascinating narrative. 

The text from which he starts is a statement of Winston 
Churchill in the House of Commons on Armistice Day, 
1947: “It has been said that democracy is the worst form 
of government except all those other forms that have been 
tried from time to time.” And the author, noting the con- 
tradictions and absurdities of our American political sys- 
tem, nevertheless holds that “the form of government 
which has weathered the wars, revolutions, and economic 
collapses ravaging the world during this century and a 
half must satisfy some deep need of man” and “must have 
resilience and adaptability.” 

The price of the unity that we have kept for 160 years, 
except for one failure in the 1860s, has been that govern- 
ment has tried “by diplomacy and compromise” rather 
than by force, to “water down the selfish demands of re- 
gions, races, classes, business associations, into a national 


1The Price of Union. By Herbert Agar. 
$5.00. 
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policy which will no majdo eroup and which will 
contain at least a small plum for everybody.” Under this 
system “the people remain free, reasonably united, and as 
lightly burdened by the state as is consistent with ‘safety.” 

What is the key to the persistence of unity in “a country 
so huge, containing such diverse climates and economic 
interests and social habits and racial and religious back- 
grounds,” with politics so generally “parochial” and most 
politicians having “small horizons, seeking the good of the 
state or the district rather than of the Union”? He finds 
it in the unique party system and in the constitution writ- 
ten and unwritten. 

“The written constitution has been unofficially revised, 
without the change of a word or a comma, in several ways. 
(1) The government which had been planned as a very 
loose federation grew steadily more centralized... . 
(2) The office of the Presidency was captured by the 
emerging democracy—much to the surprise of the Fathers, 
who thought thev had put it beyond the clutches of what 
they called the ‘mob.’” And (3) the “unwritten change 
which stabilized the others and saved the system from 
stagnation—the modern political parties.” 

These parties, says Mr. Agar, “cannot be compared to 
the parties of other nations. They serve a new purpose in 
a new way. Unforeseen and unwanted by the Fathers, 
they form the heart of the unwritten constitution and help 
the written one to work. It is through the parties,” in 
spite of the “many corruptions and vulgarities” they bring 
into our national life, “that the clashing interests of a 
continent find grounds for compromise . . . that majority 
tule is softened and minorities gain a suspensive veto . . . 
that the separation of powers within the federal govern- 
ment is diminished and the President is given strength 
(when he dares use it) to act as tribune of the people .. . 
that the dignity of the states is maintained, and the ten- 
dency of central power to grow from its own strength is 
to some extent resisted. .. . The parties are never static. 
They are as responsive to shifting conditions as the Con- 
stitution of Great Britain. Above all, they are not ad- 
dicted to fixed ideas, to rigid principles. It is not their 
duty to be Left, or Right, or Center—but to be all three 

. to administer the doctrines chosen by the majority, 
with due regard to special interests and to the habits of 
the regions.” 

So “the American party system helps to build freedom 
and union: the blessings of liberty, and the strength that 
comes from letting men, money, goods. and ideas move 


ecipi- 
tax. 
Prove 
1com. 
e any 
duca- 
d ex. 
ressly 
S dis. 
find 
dil. 
310ner 
dation 
nts in 
rized, 
dents 
year, 
ed in 
ission 
igible 
igible 
nly if 
to 
enced 
or re- 
nents, 
istitu- 
ge to 
mium 
| 


Saturday, October 7, 1950 


without hindrance. ... The meaning and the purpose of 
the national parties cannot be sought in traditional align- 
ments or old animosities, and still less in economic or 
political creeds,” but only “in the light of the regional 
problem created by America’s size, and of the constitu- 
tional problem created by the separation of powers.” We 
pay a price for union in the peculiar working of our party 
system ; but the author believes it has been worth the price. 

We cannot trace here how these conclusions evolve 
from the history of the nation as Mr. Agar has written it 
in this volume whose text runs to nearly 700 pages. It is 
largely political history, it is true, but the economic and 
moral and other social forces in action are not ignored, 
since the impact of them on politics is continuous. It is 
our purpose only to suggest something of the quality and 
the essence of this new and not untimely analysis of our 
national history. 


Mr. Agar is fully aware that his interpretation of the 
functions of political parties is sharply divergent from 
the conventional idea. He cites Lord Bryce’s criticism 
of American parties as failing to embody consistently any 
political principles and as tending, on the contrary, to op- 
portunism and a crude balancing of group and sectional 
interest. But he thinks Bryce failed to see what is distine- 
tive of our two-party system, in contrast to the multi- 
party systems operating in Europe. His thesis calls for 
serious study. 


Which Taxes Hurt Most-—and Whom? 


Taxation is a complicated subject; vet, since it affects 
everybody, there is no subject related to government that 
provokes such a continuous spate of opinion. Most of us 
are inclined to cherish three fundamental feelings about 
it: (1) that government is doing too many unnecessary 
things, especially for others than ourselves (though we 
have in mind various services government ought to pro- 
vide in place of or in addition to services now rendered) ; 
(2) that there is tremendous waste in government expen- 
ditures, even for essential services; and (3) that a con- 
siderable portion of the taxes we pay as individuals or 
economic groups ought to be shifted to other individuals 
or economic groups. Another opinion, whether intellectu- 
al or emotional, is widely urged: that the current burden 
of taxation (federal, state, and local) is destructive of 
economic incentives and dangerous to our nation’s eco- 
nomic welfare. 


To this last point particularly a study by experts in the 
Brookings Institution has recently been directed. The 
report of it, prepared by Dr. Lewis H. Kimmel, well- 
known for his work in the field of taxation, is now avail- 
able. Its publication is most timely in view of new tax 
burdens the nation is called upon to assume, and its or- 
ganization and style, as well as its relative objectivity, 
comment it to the “general reader.” 

The aim of the study has been to “appraise the effects 
of specific taxes and taxes in general upon the major in- 
centives which are essential to a dynamic and expanding 
economy,” since “the heart of the tax problem is how to 
reduce the restrictive effects of taxation to the minimum 
compatible with raising the necessary revenues.” The 
four objects of incentives mainly considered are: “for en- 
terprisers to establish new companies or to develop new 
industries, . .. for existing businesses to expand plant and 
equipment and to introduce new machinery and methods, 


2Taxes and Economic Incentives. By Lewis H. Kimmel. 
Washington, D. C., Brookings Institution, 1950. $2.50. 


...for the people to invest their money savings,” and for 
management and labor “to work.” 

The author discusses briefly what he calls the four maiy 
elements of taxable capacity: “the national income, the 
scope and character of public expenditures, the nature and 
methods of taxation, and the reactions of the people to 
tax burdens.” In succeeding chapters he takes up the 
corporate income tax, personal income taxes, sales and ex. 
cise taxes, property taxes, and pay-roll or employment 
taxes, with special regard in each case to the reactions of 
the people who pay them (directly or indirectly). The 
views of businessmen have been extensively canvassed; 
apparently those of no other groups to a similar extent, 
The conclusions, however, differ in various respects from 
those generally attributed to businessmen. It is found 
that taxes do not greatly affect the establishment of new 
businesses, though “decisions relating to business expan- 
sion are influenced by taxes, especially income taxes.” A 
high corporate income tax rate has a pronounced effect 
on business expansion, especially in the case of small 
businesses. Existing sales and excise taxes are adjudged 
less influential with respect to work incentives than in- 
come taxes. 

Thus the adverse effect of taxes on economic incentives 
is “primarily an income-tax problem.” The author pro- 
poses that federal corporate and income taxes be inte- 
grated. Under his plan “a single normal tax roughly 
comparable to the present first-bracket rate for the per- 
sonal income tax would be applicable to all incomes, in- 
cluding corporate profits which would be taxed at the 
source. The pro-rata part of the normal tax on corporate 
earnings would be deducted from dividends declared. In 
turn, the individual taxpayer would not be required to pay 
the normal tax on dividends received, though he would 
pay to the extent that he was subject to rates in excess of 
the first-bracket rate.” 


How Much “Social Security’ Can We Afford? 


Extensive discussion of the “social security” problem 
is not abated by the passage of the new Social Security 
Act this summer, with its expansion of the coverage and 
benefits of old-age and survivors insurance and changes 
in the federal-state public assistance program. We con- 
tinue to face the problem with its moral, social, and eco- 
nomic implications. 

A study recently made by members of the staff of The 
Brookings Institution® analyzes the whole present “social 
security” system and proposed changes in it. Separate 
chapters are devoted to old-age, survivors, and disability 
insurance, unemployment compensation, medical care, and 
public assistance programs. In another chapter, “Who 
Are the Needy?,” available statistics as to low-income 
families and individuals are cited and interpreted. Other 
chapters treat veterans’ benefits and private pension sys- 
tems. The last four chapters provide a summary analysis 
of benefits and costs, methods of financing, and fiscal com- 
plications of the over-all security program. 

The authors’ conclusions favor an abandonment of the 
current pattern of old-age and survivors insurance, since 
it cannot be operated on an insurance basis. The accumu- 
lation of reserves is impracticable, and the protection of 
the insured must rest entirely on future taxable capacity— 
and policy. “Upon the assumption that no person in the 
United States is to be permitted to remain in want,” four 


3 The Cost and Financing of Social Security. By Lewis Meriam, 
Karl T. Schlotterbeck, and Mildred Maroney. Washington, D. C., 
Brookings Institution, 1950. $3.00. 
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types of systems are proposed, differing widely in the 
amount of taxation they require. All “are applicable in 
making provision for old age and total and permanent 
disability, and for survivors and dependents unable to 
support themselves.” The types that seem to be favored 
by the authors eliminate distinction between public assis- 
tance and insurance, and are supported by “universal, 
flat-rate income taxes.” Compulsory health insurance is 
discussed, but without commitment as to its wisdom or 
unwisdom. 

However one may regard the conclusions of this study, 
it is certainly worth while to take such a look at the ma- 
jor social security programs, each separately and all to- 
gether in one package. We all have reason for concern 
that the goals of such programs be somehow reached 
and, at the same time, for careful consideration as to the 
part of the income of the people that can safely be used 
for this purpose. 


Progress or Security—A Case Study 


Ellwood City, a city of about 14,000 people in western 
Pennsylvania about halfway between Pittsburgh and 
Youngstown, is a steel town; about 70 per cent of the 
working population make their living from the steel in- 
dustry. A problem of both employer-employe and indus- 
try-community responsibilities that developed there has 
been analyzed in an unusual research study made by mem- 
bers of the Yale Institute of Human Relations.* 

The Ellwood Works of the National Tube Company 
covered 66 acres and employed 3800 persons in 1948— 
two-thirds of all the industrial workers. It did not domi- 
nate the community, but it was regarded as the economic 
mainstay, with a payroll of $14 million. A majority of 
residential units were owner-occupied ; about 85 per cent 
of the steelworkers owned their own homes. Wages were 
comparatively high. Employment relations were good. 
It was a prosperous and peaceful community. 

In 1946 the National Tube Company announced that 
its operations in Ellwood City would be moved within two 
or three years to Gary, Indiana. It was building newly 
designed mills which would make the Ellwood City plants 
obsolete. Transportation costs would be lower in Gary 
both for raw materials and for the finished product. The 
removal was regarded as necessary to meet a competitive 
situation. The Company offered jobs in Gary or other 
locations to all Ellwood employes who would be displaced. 

This announcement fell like a bombshell upon Ellwood 
City. Negotiations were carried on between the company 
and the local union. When a report was current a year 
earlier that such a move might be made, the local manage- 
ment and the union cooperated in instituting an economy 
program that would increase productivity, and it had been 
hoped that this reduction in costs would avert any removal 
under consideration. The presidents of U. S. Steel and 
National Tube visited Ellwood City together and met 
plant, union, and city representatives, and promised fur- 
ther study of the situation. This was in 1948. The move 
Was at least postponed. In 1950 the situation was un- 
changed. 

The story of this affair, with its many implications, is 
fully told in this case history. The study was made on the 
spot, from the time the company’s decision was first an- 
nounced. The attitudes and problems of company man- 
agers, union leaders, workers and their families, and 
other citizens were closely studied to discover how joint 
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efforts to deal with the problem were effective or ineffec- 
tive. It is a thoroughgoing report that throws light on an 
economic and social situation which develops in many 
communities in consequence of technological progress. 


Management, Labor, and Minority Groups 

Under the title of Industry's Unfinished Business® a 
prominent expert in industrial relations has made an im- 
portant contribution to both the problem of employer- 
employe relations and the problem of treatment of mi- 
nority groups. No doubt industry has many kinds of 
“unfinished business,” and we hope always will have, for 
in a dynamic, progressive economy the status quo is but 
a momentary condition. Miss Sara E. Southall, the au- 
thor of this book, gives us a narrative rather than a de- 
scription—a narrative of change as she has seen it in the 
relation of industrial management to these problems. Her 
experience of 28 years in the personnel relations depart- 
ment of the International Harvester Company and her 
other connections with industry are reflected in the con- 
creteness and realism of the book. 

The first five chapters are devoted to “Big Business 
and Industrial Relations”; the next eight, about two 
thirds of the book, to “Fair Employment and Industrial 
Relations”—the integration of minority groups through 
the efforts of both management and labor. 

Miss Southall sees “no fundamental conflict between a 
capitalistic economic system, properly safeguarded, and a 
democratic form of government. Undoubtedly there 
have been abuses of the profit system—and there still are. 
But while many Americans see its faults and the need for 
modifications from time to time, I am convinced that the 
overwhelming majority are not willing at the present 
time to discard it for any other.” But she believes also 
that “any economic system, to be really successful, must 
be dynamic; must concern itself not alone with changing 
methods of production and with raising the standard of 
living of the masses,” but also “with satisfying the deeper 
needs of the human beings who are a part of it.” 

The opportunism of both management and labor is 
blamed for “the most confused thinking in labor relations 
today,” which is “in the field of wage adjustments. .. . 
One management waits to see what another will do and 
then follows a so-called national pattern.” (Perhaps a 
national pattern has become inevitable in some industries, 
where organization has become national, as to both labor 
and management.) “Sometimes cost-of-living figures are 
favorable to labor, and sometimes to management. .. . 
Sometimes the issue revolves around a policy of paying 
prevailing community rates. A few years ago it was 
claimed that ability to pay had no part in wage discus- 
sions—an argument that reached the height of folly. 
Obviously ability to pay is part of wage consideration ; 
inability to pay would certainly be part of it, fer if a 
firm could not meet its costs it would be bankrupt.” It is 
noted that “some unions have developed yardsticks to pro- 
tect new or small industries in competitive areas,” and it 
is urged that labor and management “give joint thought, 
quietly and not in the heat of renewing contracts, to the 
development of an agreed number of factors in consider- 
ing wage adjustments.” 

In connection with the stories of many experiences 
with “fair employment practices,” Miss Southall reminds 
management that it has had disrupting experiences before 
because of failure to prepare for changes that would be 


g2.50° Sara E. Southall. New York, Harper and Brothers, 1950. 
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forced by legislation, and urges that to prepare for fair 
employment laws it would be well to put its house in 
order. “An alert business organization, recognizing the 
trend toward legislation, will appraise its own situation 
and broaden its employment and upgrading policies so 
that the enactment of fair employment laws will not even 
temporarily upset operations.” She goes on to show in 
detail how this has been done, is being done, and can best 
be done. 
Individual Rights in Authoritarian Societies 


The story of the emergence of individual rights in the 
Western world out of various kinds of tyranny that had 
suppressed them has often been told. We have learned 
much also about conditions that prevailed in Germany un- 
der Nazism and in Italy under Fascism—more or less, 
too, about what goes on in Soviet Russia and its satellites. 
It remained, however, to bring together in one volume for 
comparison an analysis of the status of the individual, as 
to personal and political rights, under medieval feudalism, 
the absolute monarchies that succeeded it, and the modern 
totalitarian regimes. This has been done by two members 
of the staff of the Brookings Institution.° 

They have started quite appropriately with a yardstick 
—listing the personal and political rights which they take 
as measures of a free society, recognizing that these rights 
—including of course certain economic rights—are in the 
main inseparable. They have confined their study to 
controls imposed by “the major source of political au- 
thority,” omitting controls by private groups—though in 
modern societies these give rise to controls by political 
authority that might otherwise not be imposed. The typi- 
cal authoritarian societies they analyze are: Western Eu- 
rope in the 13th and 14th centuries, under feudalism and 
the Church ; the same area in the 16th and 17th centuries ; 
and Soviet Russia, Fascist Italy, and Nazi Germany in 
the 20th century. The greater part of the book is devoted 
to an interesting and useful analysis of these societies 
from this point of view. 

The argument of the book is cumulative and devastat- 
ing with respect to the fate of human freedom under an 
omnicompetent state of whatever name or type. Contem- 
porary totalitarian regimes are essentially alike: “Details 
may vary, but the scope of state action in all these sys- 
tems is the same: it is unlimited.” A noteworthy feature 
of the analysis, however, is its implication for some cur- 
rent efforts to combat totalitarianism. “What real free- 
dom is there,” the authors ask, “in a state which by its 
apparatus of oppression makes it possible for the citizen 
to be denounced, broken, or eliminated on the basis of 
unchecked rumor, nonproletarian or foreign origin, or 
mere relationship or association with a suspect person? 
Given the characteristic ruthlessness of the ruling gang 
to stamp out any conceivable source of counterrevolution, 
it becomes possible for party fanatics to threaten any man 
or his family, on real or imagined grounds.” When one 
reflects on some of the crusading against everything sus- 
pected of heing politically or economically unorthdox, all 
in the name of defense against totalitarianism, these words 
acquire a sombre tone. 

An interesting feature of the book is the review of 
“idealistically controlled communities”—secular utopias 
and disciplined religious sects—in which other than forci- 
ble means of control are employed. It is noted that “the 
forces promoting compliance were most effective in re- 


® Authoritarianism and the Individual. By H. W. Metz and 
C. A. H. Thomson. Washington, D. C., Brookings Institution, 
1950. $3.50. 


ligious groups or in communities where the members felt 
that the controls imposed by the group were preferable 
to their maladjusted life in the everyday world. Where 
such a drive to conform was absent, the freedom of the 
great outside world apparently was too attractive and 
the group disintegrated.” And the generalization is 
reached: “To most members the security that resulted 
from conformity was not a sufficient good of itself.” 


Economics by Dialogue 


A novel method of presenting fundamental economic 
principles and issues is offered in a little book of 238 
pages published this summer by The Brookings Institu- 
tion,’—a play whose playwright is Dr. Moulton himself, 
It sets forth the dramatic story of American industrial 
progress over the last century and the policy requirements, 
as the author sees them, for continued economic advance- 
ment. 


The cast of characters includes a teacher, who appears 
to act as chairman, industrialists, inventors, farmers, sci- 
entists, an economist, a labor leader, and others represen- 
tative of various groups in society. The scenes are staged 
as New Year’s Eve discussions, beginning Dec. 31, 1850, 
and continuing at ten-year intervals to Dec. 31, 1950. 
Among the participants are many well-known persons, 
though the main part of the discussion is carried on by 
unnamed characters—businessman, farmer, labor leader, 
consumer, economist, and teacher. 

The eleven scenes of Acts I and II bear such titles as 
“The Unhappy New Year” (as viewed at the close of 
1850), “Black Magic” (1860), “The Great Depression” 
(1880), “The Control of Monopoly” (1890), “The New 
Era?” (1930), “The Stagnant Decade” (1940), “The 
Century in Review” (1950). Then the three scenes of 
Act III, adjournments of the last meeting of Act II, offer 
discussions of “What We Want from Here On,” “Do 
We Have the Makings?”’, and “What Are the Require- 
ments ?” 

During the “dream session” of Act III, Scene I, a 
standard of living eight times as high as we have now in 
America was discussed—“What we would like to see our 
great-grandchildren have in the way of necessities, con- 
veniences, and luxuries.” At the next session the partici- 
pants returned to reality and canvassed the resources that 
could be counted on for any such expansion. At the final 
session the underlying policy requirements were consid- 
ered. These were summarized by the chairman at the 
close: “(1) We must protect our natural resources. (2) 
We must constantly expand man-hour productivity. (3) 
We must create markets by broadening the distribution 
of newly created wealth. (4) We must maintain fiscal 
and general financial stability as a foundation on which 
to build.” 

Readers of the author’s Controlling Factors in Eco- 
nomic Development (reviewed in INFORMATION SERVICE 
Oct. 15, 1949) will recognize that book as largely the 
basis of this play; but this presentation in simple dramatic 
form is much more vivid. One might wish that some 
characters from other countries had been introduced to 
inquire what part their peoples had in these dramatic 
events or would have in the rosy forecast of the years 
ahead—but perhaps the success of this play will bring on 
an equally interesting and thoughtful play in that broader 
setting. 


7 The Dynamic Economy. By Harold G. Moulton. Washing- 
ton, D. C., Brookings Institution, 1950. $2.00. 
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